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HOW TRUSTS AFFECT PRICES* 

BY JEEEMIAH W. JENKS, PROFESSOR OF POLITICAL SCIENCE IN" 
CORNELL UNIVERSITY. 



Perhaps no subject in connection with the Industrial Com- 
binations of the last few years has been more discussed than 
that of their influence upon prices. Opinions have differed 
widely, the opponents of the Combinations usually believing that 
they have increased prices materially, their defenders claiming 
with equal positiveness that they have reduced prices. Differ- 
ences of opinion have probably originated largely from the fact 
that the subject has been approached from different points of 
view; and mistakes have also, in many cases, been made through 
lack of a careful interpretation of available facts. It by no 
means follows that the Trusts have lowered prices because prices 
have fallen within a few years after their formation ; nor, on the 
other hand, that Trusts have raised prices because prices have 
been increased. Neither does it follow that, because the Indus- 
trial Combinations might through their economies lower prices, 
they have, as a matter of fact, actually done so; nor again that, 
with the possible ability to increase prices through the exercise of 
monopolistic power, they have not found it advisable under cer- 
tain circumstances really to lower them. Any careful discus- 
sion of the subject will involve, first, what the influence of com- 
bination would enable the Trusts to do regarding prices ; second, 
what the Combinations actually have done; and, third, what 
effects upon society may be anticipated from any changes in 
prices made by Industrial Combinations. 

*It is just to say in beginning this brief discussion that practically 
all the facts upon which conclusions are based have been taken from ma- 
terial gathered by the United States Industrial Commission. The opin- 
ions expressed by the writer, however, though doubtless common enough, 
he alone must take the responsibility for. 
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I. 

It appears to have been fully established that, in certain in- 
dustries, various economies in production — such as eliminating 
cross freights, concentrating the superintending force, running 
best plants to full capacity, etc. — can be made from production on 
a large scale, or, in other instances, through the combination of 
different establishments favorably located in different sections of 
the country. It is, of course, not to be expected that any one 
source of saving will be found applicable in all industries, nor 
that the importance of any will be the same in different indus- 
tries; but in many industries enough sources of saving will be 
found to make combination profitable. This statement does not 
ignore the fact that there may be, in many instances, disadvan- 
tages enough to offset the benefits; but experience does seem to 
show that, in many eases, at least, the cost of manufacture and 
distribution is materially lessened. 

Granting that these savings can be made, it is evident that the 
influence of Industrial Combinations might readily be to lower 
prices to consumers. 

When, however, the Combination possesses either patents or 
valuable trade marks or special advantages of location or the 
control of a very large proportion of the raw material, or when, 
at times, it includes a very large percentage of the entire manu- 
facturing power of that industry in the whole country, a certain 
degree of monopolistic power is added, which might, in many 
eases, enable the Combination to raise prices beyond the rates 
obtained under freer competition. It is not necessary that it 
should possess a legal monopoly, or practically a complete monop- 
oly, in order to be able to raise prices above preceding competi- 
tive rates. Any organization which controls considerably more 
than half of the output of the country can, beyond doubt, in- 
crease prices somewhat, without calling in immediately new and 
destructive competition, although this increase cannot be made 
very material without bringing new competitors into the field. 
Many of the opinions regarding the effect of "Trusts" on prices 
have been in conflict, because parties on one side have considered 
the possibilities resulting from savings, while those on the other 
have considered the possibilities arising from monopolistic 
power. Before reaching definitive conclusions, it is necessary to 
consider closely the facts along both lines. 
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II. 

Many conclusions have been drawn from statistics of prices — 
some favorable to the Combinations, some unfavorable — neither 
of which were warranted. 

It is common to cite statistics over a period of years pre- 
ceding and succeeding the formation of a Combination. If 
prices have fallen within this period, the conclusion is often 
drawn that the fall has been the result of the Combination. 
Such a conclusion is, of course, entirely unfounded. It is nec- 
essary to study much more critically, and to eliminate, as far as 
possible, all other considerations, before any conclusion can be 
reached. 

It is to be expected, of course, that in the progress of industry 
the cost of production will be lessened, so that, other things being 
equal, prices of all manufactured products are expected, as time 
passes, to fall somewhat rapidly. The same tendency does not 
exist, to the same extent, in the ease of agricultural products. 
It is expected, too, that the rate of fall in price will be greater 
when the industry is new than after it has become firmly estab- 
lished, and after many inventions, tending to lower the cost of 
production, have been made. Mr. Thurber's statistics, therefore, 
in the last number of the North American' Beview, regarding 
the price of refined, illuminating oil, during the years from 1871 
to 1900, which show a fall from 25.7 cents per gallon in 1871 
to 4.2 cents in 1894 and 7.8 in 1900, while interesting in them- 
selves, do not necessarily show the "influence on prices" of the 
Standard Oil Company. The Standard Oil Trust in its complete 
form was organized in 1882, and since then the business of that 
great organization has been under a single management. Be- 
fore that date, there were more or less complete understandings 
among the most important producers for a period of nearly ten 
years. It is noteworthy, however, that the rate of fall in prices 
was very much greater between 1871 and 1881 — from 25.7 cents 
to 10.3 cents, with an average price for the year 1880 of 6.6 
cents — than it has been since 1882. In fact, the average price . 
of petroleum during the year 1900 was the same as that during 
1887, although from 1892 to 1899 prices ranged somewhat lower. 
It is doubtless true, as Mr. Thurber says, that the decrease in 
price was due largely to improvements in methods of manufac- 
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ture and transportation; but, although much capital was neces- 
sary to make some of these improvements, it by no means follows 
that refining and transporting oil would not have been on a scale 
large enough to effect most, if not all, of this saving, had the 
industry been divided among four or five large competitors of 
substantially equal size, instead of being dominated by one. It 
seems to be a well-established fact, indeed, that on at least one 
occasion the Standard Oil Company has blocked the completion 
of a rival pipe line, backed by sufficient capital to insure all the 
most improved methods of transportation; and the fact that it 
has not had sole control of the improvements in methods of re- 
fining is established by the existence of several important inde- 
pendent refiners. I do not wish to underestimate the real im- 
provements made by the Standard Oil Company. It is too much 
to ascribe all the lessening of prices to their improvements. 

It is also noteworthy that lately the prices of refined oil have 
not fallen, although there have been many improvements in the 
methods of production which have enabled refiners to manu- 
facture several by-products, which are in themselves as profitable 
as the production of refined oil. The manufacture of these by- 
products might well permit a lowering of the price of refined oil, 
other things being equal. The net resuio, therefore, of merely 
a careful following of the statistics of the prices of refined 
illuminating oil, noting the date when the Standard Oil Com- 
pany was organized, seems to be that this organization has tended 
to check slightly the normal fall in price, rather than to hasten 
it. It is probable, however, that both conclusions are in part true. 
Its improved methods of production have probably lessened the 
cost to a considerable extent; while, at the same time, through 
its partial control of the market it has probably prevented the 
consumers from getting the full benefit of these methods. 

The results of this combination are seen much more readily, if 
it is found possible to make a comparison between the price of 
raw materials used by the Combinations and that of their fin- 
ished products. The difference between these two prices, of 
necessity, gives the cost of production plus the profit. Even 
when studying prices in this way, however, one must be careful 
not to draw too positive conclusions. Usually, more than one raw 
material enters into the finished product; and, in many cases, 
these materials are so transformed by the application of labor 
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that they do not form a particularly important part of the cost 
of the finished product. The interpretation of such statistics, 
therefore, often requires a considerable amount of technical 
knowledge of the business under consideration. In some cases, 
ho.yever, the nature of the manufacturing process is so simple 
and the value of the raw materials forms so large a part of the 
cost of the finished product that even those who are not technical 
experts may draw a fairly trustworthy conclusion. 

If, in making the comparison between the prices "of the raw 
and the finished product over a period of years, the margin, i. e., 
the difference between the two, increases after the organization 
of an industrial Combination, this may mean that there has been 
a lowering of the price of the raw material, due to the pressure 
which the Combination has brought to bear upon the producer. 
For example, the producers of crude petroleum have often testi- 
fied that they were compelled to sell their product to the Stand- 
ard Oil Company, as being the only owner of pipe lines which 
were accessible, and, consequently, the only available purchaser; 
and, as is well known, they claim that the Standard Oil Com- 
pany, taking advantage of its position, has depressed the price of 
crude oil to an undue extent. In other cases, where it has seemed 
desirable for the Stanuard Oil Company to make the business of 
the transportation of crude oil through rival pipe lines unprofit- 
able, it has put premiums upon the oil in special localities so 
high that the rival pipe line could not afford continually to pay 
them ; in this way, making the rival pipe line unprofitable, it has 
been enabled to buy it up at a comparatively low rate. There- 
after, it has decreased the price paid for crude oil to a very ma- 
terial extent. It has even been conceded by officials of the Stand- 
ard Oil Company that, in individual cases, in order to check their 
rivals, such a mode of procedure has been followed. They, of 
course, do not concede that such processes are as common as their 
rivals claim, but they assert that there is nothing unfair in the 
act more than in any other form of competition. Doubtless, both 
sides exaggerate somewhat their own view of the case, as regards 
both the frequency and the effects of such acts. What is clearly 
shown is the fact that the margin decreased much less rapidly 
after the formation of the Trust; that, later, it decreased no 
further, and that for the last two or three years it has increased. 
It is fair to say that the cost of refining oil has also increased. 
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It has been conceded, too, by Mr. Havemeyer, President of 
the American Sugar Refining Company, that, owing to its power 
as a buyer, it probably secures some slight advantage in the pur- 
chase of raw sugar. 

The margin between the prices of the raw and finished 
product may,- however, also be increased by an increase in the 
price of the finished product, the price of the raw material re- 
maining the same. This increase might come from the more or 
less completely monopolistic power of a Combination, or from the 
increased demand for goods due to the state of the market inde- 
pendent of the action of the Combination. After the formation 
of the American Tin Plate Company and of several of the leading 
steel combinations, such as the Federal Steel Company, the Na- 
tional Steel Company and the American Steel Hoop Company, 
the demand for iron, steel and tin plate increased so rapidly that 
all of these, together with the independent manufacturers out- 
side, were unable to meet the demand. Prices advanced with 
great rapidity, until in many cases they had more than doubled. 
There is no reason to believe, however, that prices would not have 
increased to a very great extent — possibly even to quite as great 
an extent — had there been no Combination formed. One must 
beware of ascribing all changes in the margin between the raw 
■and the finished products to the Combination itself. Change 
might even be due to an increased cost of production brought 
about by an advance in wages. 

III. 

Applying these general considerations regarding the statistics 
of margin between prices to more special cases, we cannot, per- 
haps, do better than to interpret for ourselves some of Mr. Thur- 
ber's figures. On page 679 of the May number of the Review 
he gives the average annual prices of raw and refined sugar per 
pound, together with the margin of difference between the two 
from 1879 to March, 1901, inclusive. Comparing, then, till- 
margin for nine years preceding the formation of the Trust with 
the period of nine years following it, he finds that it has decreased 
from 1.55 cents per pound to .98 cent per pound. He also calls 
attention to the absolute lowering of the price of the refined prod- 
uct from 8.81 cents in 1879 and 9.80 cents in 1880 to 44 cents 
and 5 cents during the last few years. Regarding the absolute 
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fall of the price of the finished product, no further comment need 
be made than has been made in the consideration of the prices 
of refined petroleum, with the added observation that the reduc- 
tion of the tariff about 2 cents a pound reduced the price to that 
extent. The consideration of the margin of prices should, how- 
ever, be somewhat more complete. 

The Sugar Trust, which with varying form has remained the 
most powerful factor in the sugar market since its organization, 
began business in the fall of 1887. Mr. Thurber's table shows 
that, for some years before that date, the margin between the 
prices of raw and refined sugars had been falling quite rapidly, 
and during the years 1886 and 1887 had reached the point of .71 
cent and .64 cent per pound. At that date, this margin seems 
to have been in many instances unremunerative, inasmuch as sev- 
eral sugar refineries failed during those two years. Immediately 
after the formation of the Trust, however, the margin increased 
more than .50 cent to 1.25 and 1.32 cents. If, instead of aver- 
age annual prices, monthly prices were given, it would be noted 
that, in particular months, the margin had increased more than 
one cent a pound. With this increased margin, sugar-refining 
became so profitable that Claus Spreckels established large rival 
refineries, particularly in Philadelphia, and began active com- 
petition. The result of this competition is shown by the margin 
falling in the years 1890 and 1891 to .70 and .73 cent per pound. 
The effe2t of this vigorous competition was to lead or to force 
the Combination to buy up the rival refineries, and then, as was 
to be expected, the margin was immediately put back again to 
1.03 cents in 1892 and 1.15 cents in 1893. From that time on 
the margin remained considerably above the competitive margin 
of, say, .65 to .75 cent, until in the latter part of the year 1898, 
when, owing again to the temptation of the large profits made by 
the Sugar Combination, new competition started up, especially 
that of Arbuckle Brothers and Claus Doscher. The effect of this 
competition is again seen at once in a fall of the margin to .73 
cent and during the year 1889 to .50 cent. The details of the 
business during the last year or two are not fully known, but the 
margin has been decidedly increased — first to .75 cent in 1900 
and during the early part of 1901 to .90 cent per pound; and it 
seems to be generally conceded that some sort of more or less 
formal agreement between the Combination and most of the 
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rivals has been effected, which amounts to a practical extension of 
the Combination. 

The only trustworthy way to judge statistics is to follow them 
carefully through from year to year — or, better, still, from month 
to month — -and note the variations with the circumstances accom- 
panying them. By taking periods of nine years before and 
nine years after the formation of the Trust, Mr. Thurber has 
been able to show a decided reduction of the margin. To reach 
this result, one must include a period of active competition when 
the "Trust" was not in control of the market. Had he taken a 
period of four years before and four years after, he would have 
shown only a very slight reduction from 1.0375 to 1. If he had 
taken a period of three years before and after, the margin would 
have been increased from .896 + to 1.09; and a period of two 
years before and after (i. e., the period which first shows the 
Trust's control), would have given an increase from .675 to 
1.285. By considering the prices from year to year, as has been 
done above, it appears proved beyond question that the influence 
of the Combination has been, as a matter of fact, t(\ hold the 
margin considerably higher than it was during the period of 
fierce competition which preceded the organization of the Trust, 
and to keep the margin at rates which make very high profits ex- 
cept during the periods, relatively brief, of vigorous competition, 
which have followed as a principal consequence of these very high 
profits. The Trust has been in existence now something over 
thirteen and a half years. During that time there has been only 
between four and five years in which competition could be said 
to be really active. During about two-thirds of the time, there- 
fore, the combination has been able to secure prices that may 
fairly be considered to a considerable degree monopolistic. 

Notwithstanding the above facts, many of the advocates of the 
Sugar Combination, and even some of its rivals, are of the 
opinion that the prices during the last twelve or thirteen years 
have averaged lower than would have been the case had the 
Combination not been formed. They reason as follows: The 
margin during the two years before the organization of the Trust 
was so low that business was not profitable, and several refineries 
failed. Had the Combination not been effected, still others would 
have been driven into bankruptcy, until only the few strongest 
remained. As they would probably have been unable to supply 
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the normal demands of the country at low rates, prices, they 
say, would comparatively soon have gone up, and that to a point 
considerably higher than the one fixed by the Trust. Of course, 
it is always impossible to determine what might have been; but 
there is certainly a degree of plausibility in the suggestion. The 
line of argument might be carried even farther. Had prices gone 
to the higher point thus supposed, that would certainly have led, 
within a comparatively short time, to the building of new re- 
fineries to meet the increased demand, and the competition 
among these would soon have driven prices down again to an un- 
remunerative point, which would again have driven into bank- 
ruptcy several of the weaker refineries; and thus would begin a 
see-saw between high and low prices, periods of prosperity and 
bankruptcy. These results have, it might be urged, been evaded 
by a single Combination, which has prevented any one from go- 
ing into bankruptcy, but which has, instead, paid regular seven 
per cent, dividends on its preferred stock, twelve per cent, divi- 
dends on its common stock, until within the last year or two, 
besides laying by a surplus, and that on a capitalization often 
considered excessive. But, while we -cannot tell what would have 
been the case under other circumstances, we do know that the 
margin has been very decidedly larger during the periods when 
competition has been slight than when it has been most active; 
and we know also that, as a consequence of this increased mar- 
gin, sugar refining has been an extremely profitable business. 

In the case of the Standard Oil Company, as we have seen, 
the margin did not increase, but the rate of decrease lessened 
at once in spite of improved methods, and of late has increased, 
although the cost of manufacture has increased somewhat. 

A similar study of the margin between the cost of raw ma- 
terials and finished product, in the case of several leading indus- 
tries in which industrial Combinations have been very important 
factors, and in which it seems possible to make a careful study 
of the margin, owing to the simplicity of the methods of pro- 
duction, leads in nearly every case to a like conclusion. The 
consolidation has usually followed a period of very vigorous com- 
petition, when the margin has been driven to a low point. The 
immediate result of the Combination is, practically invariably, a 
decided increase in the margin. Sometimes, as the years go by, 
the margin actually falls and remains at as low or lower a point 
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than during the period of competition. Under these circum- 
stances, of course, the methods of production have, in all proba- 
bility, enabled the Combination to make this lowering of the mar- 
gin and still retain normal profits. Or, in other cases, the Com- 
bination has not been able to get a sufficient control of the mar- 
ket to give it any monopolistic power, but it remains simply one 
of the large manufacturers, with several competitors of sub- 
stantially equal strength. For example, the Standard Eope and 
Twine Company, among cordage manufacturers, along certain 
lines of its products, ranks only as second or third, and probably 
on the whole does little more business than two or three of its 
chief rivals. This conclusion regarding the actual effect of the 
Combination, based on facts and statistics given in most cases 
by the Combinations themselves, seems undeniable; and almost 
any person in quiet conversation with members of Combina- 
tions will find these conclusions confirmed. Under such circum- 
stances, the position is frequently frankly taken by officers of 
Combinations that the margin is, of course,, increased. What 
was the Combination made for? But this statement is also 
frequently accompanied by the further equally reasonable and 
generally accepted one that the Combinations hope to make many 
improvements in the methods of production, so that their profit 
can ultimately be increased without any increase to the consumer 
in the price of the finished product. In other words, the Com- 
binations assert that sometimes, by lessening the cost of man- 
ufacture, they can increase their profits without increasing the 
margin ; but the conclusion is irresistible that, if the margin in- 
creases, the profit has certainly increased, at the expense of either 
the consumer of the finished product or of the producer of the 
raw material. Improvements in the methods of production may 
increase the profit without affecting the prices of either the fin- 
ished product or of the raw material. If the consumers are to 
secure the benefits of these improvements, however, such benefits 
must come through a lessening of the margin. 

I do not wish to make the contention that, in all cases, this 
increase of the margin is not amply justified by business condi- 
tions. It may very well be that, in many cases, competition be- 
fore the organization of the Combination has been so ruinous 
that it has not only affected unfavorably the contestants them- 
selves, but also many others in other lines of business dependent 
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upon these. Although certain consumers may have ttJiporarily 
profited by such destructive competition, it may easily enough 
have been carried so far that it has been decidedly injurious to 
the industrial community as a whole. We have, however, as yet, 
not been considering the question of the benefit or injury of the 
community. It is, however, right to consider with some care the 
social effect of these changes in prices. 

IV. 

So far as the Industrial Combinations, by virtue of their 
better organization, are able to make savings in the cost of pro- 
duction, they thereby create a new fund of wealth. They "make 
two blades of grass grow where only one grew before." Upon the 
distribution of this fund depends to a considerable extent the 
social effects of the Combination. Other things being equal, 
these savings will go, in the first instance, to the capitalist em- 
ployer in the form of increased profit. 

If the laborers are well organized, or are insistent in their 
claims, they will probably be able to persuade the employer that 
it is for his interest to increase their wages, giving them thereby 
a share in this newly created fund. During a time of prosperity, 
the capitalist is not likely to risk to any great extent a stoppage 
of his work and consequent loss, unless the demands of the la- 
borers are unreasonably great. 

If, on the other hand, owing to wliat seems to be the in- 
creased profits, other outside institutions see ways of making 
similar savings, they will probably start up a new competition 
which will cut prices down, and this social fund created by the 
improved methods of production will go to the public at large, 
in the way of lower prices. In any event, industrial society is 
benefited. But the nature of the benefit, in the three cases men- 
tioned above, will be entirely different. 

If the saving goes primarily to the capitalist, in the way of 
increased profit, it may either affect his standard of living, or 
it may be reinvested in other lines of industry as new capital. 
If he changes his standard of living, will it improve or injure 
society? If the surplus is put into the form of capital invested 
in other productive lines of business, so far as they are well 
managed, the result is ordinarily considered of absolute benefit 
to the community. Is this the best possible use to make of it? 
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If this fund made by the saving of the Combination were to 
go entirely to the wage earners in increased wages, the social 
effect would depend again upon their method of consumption. 
Would they waste it to the detriment of society; or would it be 
used to give them added refinements in living, to improve the 
education of their children, to raise their standard of living so 
that they would be both more healthy and more productive 
workers? Or would they deposit it in Savings Banks and other 
similar institutions through which it might work its way again 
into productive capital? 

If this fund goes to the public at large, in the form of lower 
prices, similar questions arise. So far as the goods consumed are 
those that tend directly to the improvement of society at large, 
there is a distinct social benefit. So far as the articles in ques- 
tion are misused, or used detrimentally to the consumer, society 
is injured. It seems to be the opinion of most writers on social 
questions, that Society will, on the whole, be most uplifted by 
having the general standard of living of the poorer classes raised, 
rather than by added expenditure on the part of the rich, or even 
by added reinvestments in business. If this is a proper conclu- 
sion, one might, perhaps, say that the savings of the Industrial 
Combinations would have the best social effects if they did not 
serve to increase the profits of the employer beyond a moderately 
steady dividend on his investment, but went chiefly either in the 
form of increased wages, or perhaps more directly to the benefit 
of the whole community, in the form of lower prices. 

V. 

If the profits of Industrial Combinations come primarily not 
through their saving in the cost of production, but through their 
monopolistic power of control over either the raw material, re- 
sulting in lower prices for that, or over the finished product as 
shown in higher prices, the result will be different. Under those 
circumstances, the fund secured by the manager of the Combina- 
tion is not one created anew. It is not a ease of "making two 
blades of grass grow where one grew before." It is simply a 
transfer of wealth from the pockets of either the producer of the 
raw material or of the consumers of the finished product to the 
pockets of the managers of the Combination. This cannot be 
said, in the first instance, to be in any sense an industrial benefit. 
It is, of course, possible that the monopolists may make a better 
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use of the wealth thus secured than would be made were the 
wealth left in the hands of the other parties. This, however, is 
not likely. In this case, also, there is an opportunity, of course, 
for the wage earners to secure part of the benefit of this transfer 
of wealth, if they can force their employers to raise their wages. 
But it is evident that the great mass of consumers can receive 
no benefit whatever in their capacity of consumers. One can 
imagine, of course, that the benefits secured by the Combination 
through lowering the price of the raw material will be given 
back to Society again through lower prices of the finished 
product, but it is probably fair to assume that this will not be 
done, so long as the Combination exercises any real power. 

Again, it is entirely possible that a Combination, even with 
a good degree of monopolistic power, may think it wise not to in- 
crease but to lower prices, and to hold them steady. Cases might 
readily be cited in which this has been done. 

VI. 

The sum of the whole matter, then, is this: So far as the 
Combinations exert a monopolistic power over prices, and some- 
times they have this power to a limited degree, the result is in 
all probability usually, but not always, directly injurious to 
Society. So far as they are able to effect savings by less expendi- 
ture of industrial energy, these savings are directly beneficial to 
Society. They may in no way affect prices immediately, but be 
retained by the capitalist or divided between him and the work- 
ing man; or they may — and this is probably the best social re- 
sult — be distributed through the community immediately in the 
form of lower prices. So far as experience goes, it seems to 
show that, so far the chief benefit has been retained by the capi- 
talist, the laborers have secured a small part, the great mass of 
the consumers in some instances none of the benefits, in others 
part. The general tendency, however, through the beneficent 
influence of competition, either actual or potential, seems to be 
in the direction of giving to the consumers a larger part of this 
fund in the future, although both the Combinations and the wage 
earners are likely to retain some benefit. The even more impor- 
tant question, as to the ultimate result upon Society of the 
changed distribution of wealth coming from the influence of In- 
dustrial Combinations on prices, has been only hinted at above. 
It merits careful study. Jeremiah W. Jenks. 



